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Key messages from Pakistan Development Update

Growth is slowing and inflation is rapidly rising

Pakistan is facing external and fiscal sustainability challenges

Outlook is uncertain and depends on the ambition and speed of
reforms
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Economic activity remained subdued in H1 FY23

Large Scale Manufacturing Growth
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Inflation in H1 FY23 rose to a multi-decade high

Contribution to headline inflation in urban areas
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Contribution to headline inflation in rural areas
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Pakistan’s external position weakened despite a
narrowing of the current account deficit

Foreign Exchange Reserves and PKR/US$ Exchange Rate

Half yearly Current Account Deficit

<20 1
0
z _J I I
A
(V]
? O - | | |
S 87 83 o | 83
S =0 105 T -9.1 .
<10 - —
o]
N [ |
E H B O
3_20 4 N . ||
3 ]
I [ |
(Qv)
-E-30 -
() (00] o0 () (@) (@] (@) — — Al (@\| (98}
= \ \ — \ @V @V (qV Al Al @V (qV
= > > > > P P P P P P P
O b oy b b= b oy b b= b= oy b
— @\ — @V — @\ — @V — @\ —
T T T T T T T T T T T
Goods Trade Balance Services Trade Balance
B Primary Income Balance I Secondary Income Balance

Source: State Bank of Pakistan, World Bank staff calculations

22.0
20.0
18.0
16.0
14.0
12.0
-51 0.0
8.0
6.0
4.0
2.0

USD bill

Gross Reserves with

- 280
- 265
- 250
- 235
- 220
- 205 4
- 190 &
4
- 175 &
s 160
- 145
- 130
- 115

Jul-19 7

Sep-19 7
Nov-19 7
Jan-20 7

Jan-19
Mar-19 7
May-19 7
wvn  Mar-20 7
May-20
Jul-20 7
Sep-20
Nov-20 7
Jan-21 7
Mar-21 7
May-21 7
Jul-21 7
Sep-21
Nov-21 7
Jan-22 7
Mar-22 7
o) May-22 7

BP —Inter-bank Exchange

Source: State Bank of Pakistan and WB staff calculations

Jul-22 7

Sep-22
Nov-22 7

@

100

Jan-23 7
Mar-23 7

ate (PKR/US$) (RHS)

THE WORLD BANK

IBRD « IDA | WORLD BANKGROUP



Despite consolidation efforts, the fiscal deficit
Increased in H1 FY23 due to rising debt servicing

Consolidated Fiscal and Primary Balance (excluding Public and Publicly Guaranteed Debt- PKR trillion
grants) in H1 - PKR billion
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The banking sector’s exposure to the sovereign has
grown significantly in recent years

Government Borrowing from Banks FY08-22 Tier 1 Capital-to-Total Assets Ratio and Banks' Holdings
of Sovereign Debt, 2021
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The macroeconomic outlook is uncertain and
depends on effective implementation of reforms

Pakistan faces multiple downsides risks due to rising public debt levels and
depleting international reserves

Government needs to:

« Implement & sustain macroeconomic and structural reforms agreed under the IMF's
Extended Fund Facility (EFF)

« Secure much-needed external refinancing and new disbursements to restore macro-
stability and confidence

Sustaining progress and implementing a broader reform agenda is critical
for the outlook

« Requires strong political ownership

« Requires effective and credible implementation
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Macroeconomic outlook

Pakistan Macroeconomic Outlook (FY23-25)
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Real GDP Growth, at constant factor prices
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Implement reforms

Pakistan can sustain long-term growth by implementing fiscal and
productivity enhancing reforms

Fiscal reforms should be anchored around:

« Fiscal consolidation through; i) raising revenues; ii) cutting wasteful expenditures, and iii)

improving expenditure quality
« Divert fiscal savings towards growth-enhancing social and physical infrastructure

Eliminate distortions to enhance productivity growth:

 Tax and trade policies that discourage investments in the tradable sector and
incentivize selling in domestic market

« Subsidies that are biased against diversification and innovation
« Investment laws that discriminate against foreign investors
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